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KEY ECONOMIC INDICATORS 
Values in millions of US$ Current exchange rates: 
unless otherwise indicated. US$1 = P$13.00 brokers rate 
P$ = Chilean Pesos P$13.00 bankers rate 


$A 1/ $A 1/ 
1974 1975 1976 —a ark 


INCOME, PRODUCTION, EMPLOYMENT 

GDP-constant 1965 prices (thousands P$) 24,553 20,943* 
Per capita GDP-constant 1965 prices (P$) 2,43 2,043* 
Gross fixed investment as % of GDP 13.5 10.9% 
Industrial production index (1969 = 100) 

(SFF) (1976 = Jan-Feb. average) 111. 85. 
Copper (thousand metric tons) 902. 828. 
Copper (Gran Mineria) (thousand metric 

tons) 762. 682. 
Nitrates (thousand gross metric tons) 738. 726. 
Iron Ore (million metric tons) 10. 11. 
Employment (thousand) (Univ. of Chile) 

(Dec. 1974, 1975) 1,956.35" 4,074; 
Unemployment rate (%) (Univ. of Chile) 

(Dec. 1974, 1975) 9. 18. 
Employment (thousand) (INE) (Oct-Dec. 

1974, 1975; Jan-March 1976) 1,014. 
Unemployment rate (%) (Oct-Dec. 1974, 

1975; Jan-March 1976) (INE) 9. 


MONEY AND PRICES 
Money supply (millions of P$) (Average 

Dec. 1974, 1975; April 1976) a 
Major banks interest rate (%) (Dec.1974, 

1975; April 1976) 200.0 
Consumer price index (Dec.1974 = 100) 

(INE) (Dec. 1974, 1975; April 1976) 100 
Wholesale price index (Dec. 1974 = 100) 

(INE) (Dec. 1974, 1975; March 1976) 100 


BALANCE OF PAYMENTS AND TRADE 
External debt 27 (Dec. 1974, 1975) 4,087.6 
International reserves banking system 

3/ (Dec. 1974, 1975; Apr. 1976) - 677.8 
Official international reserve position 

(Dec. 1974, 1975; Apr. 1976) - 564.6 
Balance of payments - 111 
Balance of trade - 94 
Exports (goods) (Central Bank) 2,145 
US share FOB (Chilean Customs) 286 
Imports (goods) (Central Bank) 2,239 
US share CIF (Central Bank) 452 


* Preliminary data 


1/ Partial figures compared to same period or month in previous year 
2/ Excludes short term credits 
3/ Excludes foreign debt renegotiation 
INE = Instituto Nacional de Estadisticas. SFF = Sociedad de Fomento Fabril 





SUMMARY 


The Chilean economy is beginning to show signs of recovery from the depression 
brought on in late 1974 by falling copper prices. It was deepened in 1975 

by the adoption of a harsh austerity program, to the point where domestic 
output fell by about 15 percent. Sales and production, when duly adjusted for 
seasonal factors, have been rising since August 1975 when the Chilean economy 
touched a cyclical bottom. Only modest expansion in the Chilean economy, 
however, is expected in the months ahead. Gross domestic product is not likely 
to increase by more than five percent in 1976. Copper mining and construction 
activity are expected to be the leading growth sectors for the year. 


The deliberate pace of economic recovery reflects both the caution of economic 
policymakers and the sluggishness of the Chilean economy in responding to 
changing price signals and new economic incentives. The economic team have opted 


to continue policies of reduced public sector expenditures and tight credit 
until more headway is made on inflation and until they can be more assured 
about the duration of higher copper revenues. A continuing program of tariff 
reductions so far appears to have had only a mildly stimulative effect on local 
commerce, while tax incentives to bolster the manufacturing sector have not yet 
resulted in much new employment and investment. 


The most solid achievement of the austerity program has been major progress in 
reducing Chile's balance of payments deficit and in establishing the govern- 
ment's international creditworthiness. Although the average price of copper, 
which normally accounts for 70-80 percent of Chile's export income, fell by 40 
percent, the balance of payments deficit increased by only about $100 million 
in 1975. The Chilean Government expects to meet higher 1976 debt obligations 
while holding the payments deficit to less than $100 million. This projection 
is based on a year's average price for copper of sixty-three cents a pound. 
Recently, the international price has held at 67 cents, after having been some- 
what higher. The yearly average so far is 61 cents. With higher prices, 
officials are optimistic this deficit can be cut still further. 


Despite economic difficulties, the GOC continues to pursue its program for 
developing a market economy. Most state enterprises are being rapidly disposed 
of; some presumably will be sold to foreign investors now that the Andean Group 
has authorized an exception for Chile to Pact regulations prohibiting such 
sales. Close financial and commercial ties between the Chilean and U.S. private 
sectors afford excellent possibilities for U.S. traders and investors in the 
Chilean economy. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Situation. With few exceptions, agriculture notable 
among them, 1975 was a year of retrenchment for the Chilean economy. 

An unmanageably large balance of payments gap and severe inflationary 
problems demanded a program of fiscal and monetary stringency which 
impacted very hard on incomes, consumer demand, and the attractiveness 
of domestic investment. Gross domestic product on the year declined by 
about 15 percent with the largest drops in construction (40 percent) 

and manufacturing (23 percent). Among the various sectors of the 
economy only agriculture registered an increase in output and even here 
expansion was modest. The unemployment rate rose from 9 percent in 
January 1975 to 20 percent or more (including those in work relief 
programs as unemployed) in early 1976. Interest rates soared as businesses 
struggled for scarce short-term funds to finance inventories which had 
become difficult to dispose of in a weakened market. 


Fiscal austerity had the desired effect ontle government budget deficit. 
Peso expenditures were reduced in real terms by about 25 percent, making 
possible a small peso budget surplus for the year. The government's foreign 
exchange outlays were also cut even though a large portion, especially debt 
servicing, is fixed. Budgetary policy for 1976 is to maintain real fiscal 
expenditures at the average level for 1975 but to shuffle outlays so as to 
give greater priority to those sectors, such as housing, in which invest- 
ment has multiplier effects on employment. 


Despite a much better outlook for higher copper revenues in 1976, the Chilean 
Government is not easing up on fiscal austerity, principally because of a 
persistently high rate of inflation. The austerity program succeeded in 
reducing the monthly rate of increase from about 18 percent during the first 
semester of 1975 to about 9-10 percent, but the rate of price increase failed 
to decelerate thereafter as had been anticipated and even rose somewhat in 
the first quarter of 1976. Partly at fault have been inflationary expecta- 
tions that induced businessmen to invest in inventories rather than in new 
production. Wage adjustments and monetary correction on tax payments and 
many financial instruments for inflation have boosted cost-push type infla- 
tion. Adverse terms of trade and the corresponding need to cheapen Chilean 
goods vis-a-vis foreign goods have also had a heavy inflationary impact. 
More fundimental, however, the Chilean political leadership has 
been reluctant to tighten financial controls too rapidly or 
severely in order to avoid damaging the economy. 

Hence, the Central Bank has continued to pump large amounts of credit into 
the local savings and loan associations even as they become economically 
bankrupt. And the government has continued to assist many state enterprises 
so as to avoid additional unemployment. 


With the easing of balance of payments pressures and with the financial 
system gaining greater stability, prospects for making more headway on the 
inflation front have improved. While no one expects a dramatic drop in 
inflation rates, the monetary authorities are optimistic that the monthly 





rate can be reduced to five percent by the end of the year. With luck 
inflation could be contained to about 160-180 percent, which most local 
observers would deem an exceptionally good portent of eventual price 
stability. 


The major domestic economic problem confronting the Chilean government 

is to revive industrial and construction activities without aggravating 
inflationary tendencies which would exert additional pressures on a still 
precarious balance of payments. Higher copper prices have persuaded the 
Chilean copper authorities to raise output by an additional 100,000 tons 
this year. Production of other exported goods will be stimulated by trade 
liberalization and the government's flexible exchange rate policy. 
Elsewhere, however, fiscal and monetary policies -- because of balance 

of payments and inflationary considerations -- leave higher domestic 
incomes and foreign investment as the principal avenues for expanding 
demand for manufactured goods and construction. A gradual working down 
of inventories during the third quarter of 1975 allowed industrial produc- 
tion automatically to recover to moderately higher levels in late 1975 
and early 1976. Further moderation of inflation will also boost real 
incomes. 


An additional factor stimulating demand will be somewhat higher inflows 
of capital from abroad. An AID Housing Investment Guarantee of $30 million 


is expected to help raise housing construction by 50 percent in 1976. 
Foreign investments in manufacturing and agro-industry should also contribute 
to a faster pace of recovery. 


Balance of payments difficulties and high inflation have caused the 
postponement of many investments, especially by the public sector. While 
higher copper prices should enable the economy to recuperate fairly quickly 
ground lost in late 1974 and in 1975, investments foregone during this 
period will retard economic expansion in the period 1977-78. The Chilean 
Development Planning Office is nonetheless optimistic that the economy can 
attain and sustain six and a half percent annual growth rates over the 
coming six year period. 


Foreign Sector Developments. Chilean financial authorities are confident of 
holding the 1976 balance of payments deficit to within $100 million, or 
less than half the size of the 1975 balance of payments gap. Unlike in 
1975, moreover, the Chilean Government this year is not seeking to re- 
schedule more than $200 million of foreign debt obligations. As dollar 
imports in 1976 are projected to remain at about their 1975 levels, the 
additional foreign exchange for larger debt servicing payments will have 
to be squeezed out of more exports and larger capital inflows. Rising 
proceeds from Chile's fast expanding non-traditional exports will provide 
some of the necessary foreign exchange. A larger part is expected to come 
from a ten percent boost in copper exports and from moderately higher 
copper prices. Should copper export prices hold at their éarly May levels, 
about 70 cents a pound, an expected $100 million gap could be narrowed. 





IMF financing of up to $125 million will be the first recourse of the 
monetary authorities. As a supplement to IMF resources the Chilean 
Government has now negotiated a $125 million loan with a consortium 

of New York banks to be drawn down towards the end of the year. A 
firming up or rise in copper prices would provide an additional .cushion. 
of reserves against possibly more expansionary fiscal and monetary 
policies in late 1976 and 1977. 


Extremely high interest rates and a relaxation of foreign exchange 
regulations governing remittances generated substantial inflows of foreign 
exchange during the first four months of the year. At the same time, very 
low import demand held down foreign expenditures. Foreign exchange 
reserves rose from $31 million at the end of 1975 to $267 million on May 14, 
1976. The bulk of Chile's foreign debt payments, however, come due during 
the May-December period and most of Chile's wheat imports will be made 
during the latter part of the year. 


Its balance of payments problems notwithstanding, the Chilean Government 
has held fast to its policy of lowering import barriers. In February 
import duties were reduced for the sixth time during the past two years. 
Most ad valorem tariffs are now in the 20-45 percent range and all but 33 
items carry duties of 70 percent or less. The objective of economic policy 
makers is to bring the bulk of dutiable items into the 10-25 percent bracket 
by 1978. Four-wheel vehicles will be the major exception to the rule. To 
stimulate the auto industry the Chilean Government has decided on a program 
of phased tariff reductions for four-wheel vehicles so as to provide a 
significantly greater margin of protection. In addition, all but the 
cheapest auto imports will be subject to a 100 percent luxury tax. The 
effect will be to concentrate competition in the small car market. 


After many months of indecision, the Andean Group recently bent to Chilean 
insistence for greater flexibility to national governments on foreign 
investment and tariff issues. In April the Board of the Andean Group 
agreed to permit the Chilean Government to dispose of state-owned enter- 
prises to foreign investors and Pact foreign investment regulations are to 
be restudied in the coming months. The Board also extended the deadline 
for agreement on a common minimm tariff from December 31, 1975 to 
December 31, 1977. 


Chile continues to attract considerable foreign investor interest. At the 
end of May agreements had been signed with 151 foreign investors involving 
investments which could total up to $314 million. Not included are copper 
investments which are still to be negotiated. The IDB and the IBRD have 
also stepped up their loan activities in Chile. The IDB expects to approve 
projects valued at $143 million during 1976. The IBRD recently approved 

a $33 million loan for various copper industry related projects and has 

at an advanced stage of consideration other loans totaling $53 million. 





iMPLICATIONS FOR THE UNITED STATES 


Investment. The decision of the Andean Pact Board to restudy the question 

of foreign investment in Pact countries has generated local optimism that 
more liberal and, in the Chilean view, more realistic criteria will be 
adopted. Chilean Government policy is to give foreign investors national 
treatment. Economic policy makers, however, realize that any changes in 
Pact regulations will stop far short of this. They do expect to have 
modified the following disincentives: 1) the limitation on profit remittances 
in any single year to 14 percent of the book value of the foreign capital 
input; 2) "fade-out" provisions which require foreign investors to give up 
majority ownership within 10-15 years of the investment; 3) the provision re- 
serving free trade among Pact countries to firms majority-owned by nationals. 


A Chilean economy on the rise, rather than on the decline as in late 1974 and 
1975, should spur greater investor interest. There are also indications that 
bureaucratic procedures for approving foreign investor applications are being 
accelerated. As these economic and procedural disincentives diminish, 
potential investor firms will still be concerned about the political situation 
and particularly about the effect that an investment in Chile may have on 
their own image. In a recent visit to Chile, Secretary of Treasury Simon’ 
pointed out that closer economic relations between the U.S. and Chile will 
depend on progress toward ensuring human rights in Chile. 


Trade. The United States increased its share of the Chilean market during 1975. 
U.S. exports to this market rose (from $457 million to $533 million), despite 
a 20 percent drop in overall Chilean imports. The Embassy expects U.S. 
exporters to exceed that performance in 1976. Close ties with the U.S. finan- 
cial community and better political relations with the U.S. than with most 
other major exporter countries mean that Chilean businessmen often turn first 
to the U.S. market for their import requirements. As the economy begins to 
pick up in the months ahead, the demand for construction and transport equip- 
ment should become perceptibly greater. Over the long term import growth will 
be centered around those sectors receiving large investments. Minerals and 
agro-industry are generally regarded as having the most promising prospects. 


Although Chile's food import requirements are declining very rapidly, Chile 
will continue to import over 40 percent of its wheat, but smaller quantities 
of feed grains and edible oils. 


In replacing former protectionist policies as a motive force for development 
by free market policies, the Chilean Government is staking Chile's economic 
welfare on the continuance of well-functioning international markets. Copper 
will remain by far Chile's most important export. Export diversification, 
however, is necessary, because of the volatility of copper prices and the need 
for much higher export earnings to service a large foreign debt and to finance 
imports for development. Policy makers here expect agricultural and manu- 
factured exports to grow rapidly. Chileans regard the U.S. market as having 
very attractive possibilities, and Chile anticipates more favorable access as 
a result of the introduction of the U.S. generalized system of tariff 
preferences and from the multilateral trade negotiations in Geneva. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign menen $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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